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ABSTRACT 

Recommendations of the Belmont Task Force concerning 
the piToblem of student loan defaults are offered to the U.S. House of 
Representatives. The task force concludes that the purpose of the 
Guaranteed Student Loan (GSL) program has changed significantly in 
the last decade. While originally established as a loan of 
convenience for middle-income students, the GSL program has become 
the primary federal program for access to postsecondary education for 
low-*income students. It was found that defaulters tend to be 
first-year students, from low income and minority backgrounds, with a 
small loan balance (90% less than $5,000} who did not complete much 
more than the first year, have borrowed only once, receive no or 
little assistance from parents in repaying, are likely to be 
unemployed when the loans come due, and never make a first payment. 
Increasing Pell grants and funding of the Student Support Services 
program to help retain high-risk students are recommended. The task 
force recommends that Congress adopt a consistent set of definitions 
that describe how defaults must be calculated so they can be 
uniformly used by all program participants. GSL program management 
initiatives are proposed for lender, borrowers, the Department of 
Education, guaranty agencies, and institutions. (SW) 
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Message 



AUGUSTUS F. HAWKINS, CHAIRMAN 
EDUCATION AND LABOR COMMITTEE 



I commend my colleague. Congressman Pat Williams, 
Members of the Task Force, and staff who participated in the 
meetings for their fine work in producing a document which will 
assist the Committee in responding to the problem of student loan 
defaults . 

In organizing the Belmont Task Force, Congressman 
Williams included staff members of the Committee, representatives 
from the higher education community, student associations, the 
banking community and State guaranty agencies. Task Force 
members were asked to review more than one hundred 
recommendations that had been made to the Subcommittee regarding 
ways to reduce defaults in the Guaranteed Student Loan Program. 
This final report, which contains many fine suggestions, 
represents the framework for developing a comprehensive response 
to this growing problem. 

This Committee Print shows the wide-ranging discussions 
which were held, and points the way to some specific legislative 
alternatives . 
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BEWOHr TASK PORCS REXXWMENCftTIONS 
Final Report 
Ribruar/ 1, 1988 



PORM\RD 

Recognizing that the increasing costs of student loan <5e£aults represent a 
ser.ous threat to public support Cor federal student financial aid, Congressnan Pat 
Williams, Chairman of the House Subcorroittee on Postseoondary Education, convened a 
Task Force of individuals knowledgeable about the GSL progran. Repttjsented anxx^ the 
manbors of the Task Force were lenders, guaranty agencies, institutions, students, 
Einancial aid officers secondary narkets, Cbngressicoal staff, and the Department of 
Eaucatlon. The Bel/nont Task Force, which met January 12 thrxxKjh January U, 1988, at 
the Beljnont House in Elkridge, Maryland, received thrce tasks frxxa the Chairman. 

First, the Task Force was asked to take a closer look at the GSL program as a 
social progrui and to consider how this program has evolved since it was created. 
Many factors have ccrae to affect the operation of this program... sane intended and 
others not. And with sot© of these changes, have come additional costs. The Ta?k 
Etjrce was asked to detecmlne If the costs of the GSL program still measure up. In a 
general sense, to the social punaose of the progren. 

Second, Congressman Williams asked the participants to determine what we need to 
knew about the default problem. For exanple, do we know what Is the true default 
rate? Can we quantify what the actual cost of this progr^K. Is to the federal govern- 
ment? How nuch private capital would be available to students without a federal 
^aranty? whit aspects of this program do we reed to better understand In order to 
produce a viable solution? 

Finally, the Task Force was asked to explore how the GSL program ml^t be managed 
to reduce the defau?t rate. The Subcotitnlttee has received nixnerxxis suggestions fccra 
the <xnrainlty, frcra Menbers of Congress, The General Accounting Office, and the 
Adninlstration. The Conferees were asked to review these recannendatlons and reach 
consensus on those that might be helpful In reducing default costs. 

What follows Is the re^xyise of the Task Force to the charges presented to them 
by Cbngressnaan Williams. 



TOE GUARAOTEED StOtGfT LOAN PROGRAM 



Ihe purpose of th« Oiaranteed Student Loan Ptogran, originally 
established as a loan of convenience for middle-income students, has changed 
significantly In the last decado, becanlng the primary federal ptxsgraa for 
access to postseoondary education by low-lnccme students. 



The magnitude of t}>e costs of student loan defaults has been the object of grow- 
ing scrutiny by both the public and the Congress. These costs recently have been 
escalating dramatically, and it Is estimated that approximately half (47 percent) of 
the FiBS Ckiaranteed Student Loan Program (GSL) costs of $3.4 billion will be used to 
pay default claims. According to the Department of Education, the $1.6 billion In 
FY88 default costs represents a 25 percent Increase over FY87 default costs. Further- 
nore, as Figure I Illustrates, there has been Sricnatlc growth In total annual loan 
yolune, up frco $3.0 bllllco In 1979 to $8.6 billion In 1986, and this has resulted 
In large Increases In loans entering repayment status and thus becoming subject to 
default. 

It Is Important to place the gross default rate In perspective. Increased 
borrowing, particularly by loa Inocrae students, results In part fran the failure of 
appropriations for Pell Grants and title IV canrpus-based aid programs to nalntaln 
pace with inflation. Further, recent borrowers have cawj increasingly ftxxa low-incona 
families due to the GSL needs test Imposed b/ recent legislation. This trend Is 
likely to continue under current policy. Existing studies Indicate an inverse 
rslationship between borrowers' income level and the propensity of the borrower to 
default. It is also lirportant to note that the gross default costs cited above do 
not Include subsequent collections through the IRS tax rxjfund offset program and 
other collection progracns. 
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While the dollar volunre of defaulted student loans has crown every year, the 
percentage of loin voluwj In default has not changed qreatly. Data Cran the Depart- 
Rcnt of Bducatlor. Indicate that th<s rate of default has decreased fron 10.0 percent 
In r;78 to 8.9 percent In FY85. Therefore, the Task Force participants note that the 
Increases In default costs are likely due mor" to Increases In lain volume than to 
Increases In the default rate. Loan volute Is contlnulnq to Increase find dita for 
FV87 shew an overall 7 pen>»nt Increase In total loan volurve between FY8S and FY87 
for the GSL loan Progran. Because of these continued Increases In loan volizw and the 
relationship between Increases In that volurne and sulxsequent Increases \i\ default 
co«»t<j, the G3L program's default costs are likely to Increase oven nore In the 
6iture. 



ANNUAL 6SLP LOAN VOLUME. YEARLY MATURED PAPER. 
AND ANNUAL DEFAULTS PAID TO LENDERS 
GUARANTEED STUDENT LOANS. FY78 - FY85X 



dollars (bin ions) 
9 




' Includes PLUS L04ns 



The GSL program, authorized by title IV of the Higher Education Act, Is an 
entitlement program and provides three different loans: regular GSts, Suppletrental 
Loans for Students (SLS) and Parental Loans for Undergraduate Students (PLUS). 
Regular GSL*s are Icw-lnterest loans originating In the private sector but subsidized 
by the Federal Goverrment, And all applicants now must rwvst a needs test. The remain- 
ing two loans are unsubsldlzed and r>on-needs tested. Since Its creation, the GSL 
Program has generahed an estlinated 35,055,000 loans and has leveraged approximately 
$67.7 billion In private loan capital. 

No Federal funds are used for GSL loan capital, only for program and default 
costs. Instead, ccrn^rclal and nonprofit lenders provide the loan capital In return 
for assurances by the Federal Governrent that It will guarantee the loan's repaynent 
as long as the lenders and the guaranty agencies fulfill their loan collection 
responsibilities In accordance with federal regulations. Lenders do, however, receive 
payments from the federal goverrment to encourage their participation In the loan 
program. 

Pall Grants. In contrast to the GSL *>rogram Is the Pell Grant program, which 
was conceived as the foundation for aU federal student assistance fc needy students 
from lotf-lnoame farallles. All students meetl^' certain need criteria are eligible to 
receive Fall Grant assistance, limited by the amount of annual appropriations made 
available to the program and the ntnixsr of applicants eligible to receive funds under 
this grant program. In addition, no student may receive a grant In excess of 60 
percent of the cost of education at the school the student attends. 
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The Pell Grant was first authorised In 1972 with eoactinent oC the Basic Educa- 
tional Opportunity Grant program. The Fall Grant program was established to assist 
nee<y students Crcra low-Income families. It vas envisioned as the floor above which 
a student s remaining need could be wet with other focms of assistance. In the 
oclglnal legislation the maxlCTim Pell Grant award was $1400; because of Pressures in 
the appropriations process. Increases In the (wxIituct awa^d which have been authorized 
in the statute have not been funded, and the rraxlram award has not keot oace with 
increases in the CPI or college costs. 

The Pell Grant maxlrrum award, which will be $2200 In FY88, has Increased only 26 
percent since 1980 even though the CPI will have Increased over 40 percent? a $2200 
raxlniw award will cover only 29 percent of average college costs. FMrdlng for the 
Pen Grant program has Increased 78 percent during that period largely because of 
increasing wwbers of very lcMr-lncor>e students, and appropriations have not been 
available to Increase the maxinun award annually as well as fund the Increase In 
low^lnccme students. See Table I. 

TABLE 1 

PBLL GRANF: SELECTBO HISTORICAL STATISTICS 



GRAOTS TO NUMBER OF 

FISCAL APPROPRIATIOPI RBCIPIDnS RBClPIEmS AVERAGE W.ID MAXIMUM 

YEAR (In 000' sj (In KiOO's) (In 000 's) GRAOT APFL ICATflS AWARD 

T973 $ 122,000 $ 477652 TJZ 5170 4l2T33l §~452 

^5^'^" 568 627 I, IK, 084 1,050 

1975 840,200 925,882 1,21C 761 2,178,?96 1,400 

1976 1,325,800 1,475,281 1,944 760 3,408,718 1,400 

1977 1,903,900 1,512,620 2,028 746 3,62l,Ml 1,400 

1978 2,140,000 1,540,465 1,918 803 3,401,428 1,600 
M^i'^ 2,357,178 2,733 862 3,868,429 1,800 

1980 1,578.000 2,387,181 2,858 835 4,475,76? 1,750 

1981 2,604,000 2,285,149 2,779 826 4,614,520 1,670 

1982 2,419,040 2,424,660 2,608 930 4,709,225 1,800 

1983 2,419,040 2,792,llC 2,849 980 4,955,775 1,800 

1984 2,800,000 3,035,191 2,830 1,073 4,962,191 1,900 

1985 3,862,000 3,596,011 2,907 1,237 5,187,118 2,100 

FROM: Department of Education, Sumrary Book -for 1985-86. 
Based on data available as of March 3, 1987 

Creation of the GSL p rograa policy. In 1965, when Congress enacted the Higher 
Education Act, It was responding to three significant Issues. in addition to 
providing Institutional assistance to help with the large Increases In the mmbers 
of students eligible to attend college, the Act was designed to provide financial 
assistance to help low-lnccme Individuals cope with Increases In the costs of 
attending college, it established FxJucatlonal Opportunity grants for students txxn 
low-lnconrie families as a way to ensure that these students had access to postsecond- 
ary education opportunities. As Carl Perkins said when the bill was debated on the 
floor, "These opportunity grants will, for the first time, rake It possible for high 
school graduates from the lower Inccroo families to attend college as first-class 
students. The grants are directed to a segment of the population which thus far has 
been largely excluded f ran... higher education." 

In addition, the Act established an Interim Program of federally guaranteed, 
reduced-Interest, student loans I the FISL program which Is now being phased out; no 
new loans are being made] and It stimulated and assisted the estAbllsteent of 
similar State guaranteed student loan programs (the state Guaranty Agency prxjgrOTl. 
The Gjaranteed student Loan Proqr^n was Intended to serve students fron middle 
incoTO families who might not qualify for existing but limited aid Provided under 
the National Defense Education Act or the new educational opportunity grants. As 
Representative John Anderson said when the bill was debated on the floor, "I «ii 
pleciscd with the expansion of existing student loan programs... These programs have 
proven... to be quite successful and are fiscally sound. However, their soope Is 
limited. Present programs are restricted to only the neediest students. A noro 
conprehenslvo program that would cover all who have a legitimate need Is badly 
needed. ..The IJEA of 1965 will nsko this possible." 
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Cbngressworaan Edith Grcon, who was the Principal author of this legislation 
concurred with Anderson: The Guaranteed student Loan program "...is designed 
priirarlly Cor those students who ccmo Crcm middle- inccrre £2Bnilies — those students 
who have not up to this tir© been able to obtain loans under the National DeCense 
Education Act.* 

And, iC one examines other statements and ocmittee reports, it is clear th t 
the Cbngress intended to help lirprove student access to postsecondary education b/ 
creating a two-pronged approach: a loan prograra tc provide as&istance to middle- 
^nccne Cainilies and a grant prograro to help low-inoomo Caroilies. r\irther, it was 
the intent oC the Cbngress that these two initiatives act in tandera, and not in 
isolation. 

Changes in the GSL Program Ralicv. In t^yj 22 years since the dual grant/loan 
policy was established, there have been changes^ stimulated b/ econotiic and ideolog- 
ical Corces. On© significant change was enactinent oC the Middle Incane Student 
Assistance Act in 1978 which exoanded participation in the GSL prcgrara by elimin- 
ating any determination oC need. However, since 1981 thero has been a significant 
reduction of middle- income participation in the GSL program. The 1981 Qwibus Budget 
Reconciliation Act restricted eligibility for students whoso annual f«nily income 
was $30,000 or higher; students frcrj these farailies had to undergo a neods test* ard 
in 1986, the law was changed again to require that all regular GSL borrowers underr^o 
a needs test. The effect of these two provisions has been to significantly restri«:t 
the regular GSL eligibility of students from middle-income fanilies. This fac*., 
coupled with continued postsecondary cost increases and no significant growth in the 
size of Pell Grant awards, has resulted in increasing minbers of students frcm 
low-income farailies taking out loans. 

Figures 2-5 Provide data to illustrate this change in reliance on Poll Grants. 
Those data, taken from the files of UCLA's Higher Education Research institute 
reveal some significant trends in student financial aid between 1978 and 1985. While 
student reliance on parental support has remained fairly steady* there has been a 
sharp drop in the Proportion of freshman receiving Poll Grants (from 31.5 to 19.9 
percent), and a corresponding rise in freshen reliance on Guaranteed student Loans 
(up to 23.0 percent in 1985, frcm 10.4 percent in 1978). 

FIGURE 2 



Fic. 1: Freihman Participation In Student Aid Prosrnms 



(ptnaugu f«r rmt-biM. ^uQ-um frolmtsi. 19tO uid 19S4) 
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FIGURES 3-5 



Fij, 2: EjUmitrd Njtnbcr of Freshmin PanidpanU In 
In the Pell Gnitt Prosnm, Fill 19S0 and 19S( 

(mmuw4 mmWi U &tvM*, ftwlMMt i*c*m*t Chm) 
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Flj. 3: Freshman ParlldpaUon In Campuj.Fun<I«i 
Grant and Scbolarshtp Protranu, 19$0 and 19$^ 
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Fl{. 4: Freshman Participation In the Pelt Gnat 
Pr»{raiii, 1980 and l$S6 
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similarly, a recent stiKJy trackfr^ the intact of changes In Todov&l student aid 
at private Ustorlcally Black Colleges roveals that In 1979-80, of the total aid 
reoelvoJ by students at United Negro College Fund Institutions, 42.2 percent was 
frcn Poll Grants and 3.8 percent waff from GSta. In contrast. In 1984-85, at the 
schools studied, the percent of Poll Grant aid had declined to 27.6 while rollanco 
on GSL aid had Increased ty 849 percent, to 26.3 percent of total aid. 

As a consequence of these changes, neither the original policy that established 
the GSL program nor the original population Intended to bo served by that program Is 
dominant. Instead, more and more students, especially students who have very limited 
resources, are taking out loans. Stated another way, for students with limited 
resources, loans have boocnQ the prlmsry moans of flnancloj a college education. 



Contrary to popular perception, the typical defaulter Is not a 
•deadboat" who rofus<,s to pay, but appears to be a dropout who Is unable ts 
pay. Dafaulters tend to be first year students, from low lnoon» and minority 
backgrounds, with a small loan balance (90 percent less than $5,000) who did 
not coRplete nuch more than tht tint year, have borrowed only once, receive 
no or little assistance from paronta In repaying, are likely to be 
iDenployod when the loans comes due, and never make a first payment. The 
present default problem Is thus predominantly structural. These c<»t« are 
rot likely to be reoovorod under the current terao of the prxjgraa. 



When defaults are discussed, there Is a tendency to view those who default as 
■deadbeats", and Inevitably anecdotes of hlqh-lnocrw professlofwls who have refused 
to repay their loans will be provided whenever the subject cawjs up for discussion. 
The popular conception of screooo who defaults then Is that of an Individual who 
elects not to rtkay his or her obligation. But Is this really the case with mwt 
defaulters? The data do not support this view. 

Characte ristics of student loan defaulters. Current research on the causes of 
student loan defaults Is Inoortplete and does not provide a definitive understand Irej 
at this time. However, several state agencies Iiavo studied this Issue and their data 
are Irwtructlve. According to the Pennsylvania Higher Education Assistance Agency 
(PJffiAA), data from research reports and state data files show that very few borrx>wers 
default on loan balances of more than S5,000. In Virginia nniy io.6 percent of all 
defaulters had loan balances greater than S5,000. In Pennsylvania 10.8 percent of 
all defaltcrs had such higher loan balances. In California only 4.8 percent defaulted 
on loan balances of S5,000 or itore. In Verroont 80 percent of the defaulters had 
obligations of $3,000 or less. In New York the average defaulted loan was $3,183 and 
In Illinois It was almost $2,900. The Dapartitwnt of Education has recently estimated 
that the average FY86 defaulted loan was $3260. clearly the loans on which nost 
borrowers default aro small balance obligations. 

Perhaps more helpful In understanding who defaults are studies of borrower 
characteristics that consistent Xy shour that students frcn very low-mcaw families 
have a high Probability of defaulting. Por exanple, about a thlrxl of the Virginia 
and Pennsylvania defaulters reported Incoties of less that $5,000 upon receipt of a 
loan. Moreover, 6.3 percent of the Virginia and 20.3 percent of the IVjnnsylvanla 
defaulters reported no Inccno v*wn they applied for a loan. These state findings aro 
consistent with a national sample of defaulting borrowers which revealed that 12.1 
percent had no family Incomos and 28.6 percent had Irvxiwjs under $5,000. 

There Is also a very high correlation between a borrower's unenploywEmt and 
defaulting on a loan. According to a 1984 study by the New York State Higher 
Education Service Corporation, 66 percent of those In default were unonployed at the 
time their loans came due. Data from the New York Agency also revealed a strong 
Inverse relationship between default and the nuaber of years spent In school. 

Borrowers who last borrowed as freshmon. Including students enrolled In one year 
vocational programs, had the highest default rate, 14.2 percent, and this rate 
dropped steadily as class level rose. These borrowers received little assistance In 
repaying their loans frcn their families, tkswover, students who repaid their lams 
reported receiving family assistance that was three tiaas as large as the prxjportlon 
of defaulters who reported ^ch help. 
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Sl»ll«c <Jala «co found In tho recent study by tho Callfornid Student Aid 
Oomission. SpeclClcally, ntuctenta who borrw only In th<5 first year have « hlgt^r 
probability of defaulting on loans* and wwn defaulters have borcxvcd only once. 
Moreover f California's defaulters consistently have lower family loocrws than 
ivpayers. For example, 66 percent of all defaulters had fanlly Incorxjs of less than 
$20fOOO when they took out their first loans. 

The Callfonila study also reported that v^lle studontit fm all ethnic minority 
groups borrwxl rore frequently than whites, black students w^re the rost fr&quent 
borrowers. AM Wllrts and his colleagues In a 193? study of California Institutions 
(Whore Fault Is Default?) reported that black students have the highest probability 
of deCnultlng. Wllm et al also reported that dropping out was the single rost 
potent predictor of default status. 

Collectively these findings Indicate that a significant number of students vt>o 
default are nwrabors of ethnic minority groups and con^ from lo*-lncor« families who 
aro unable to help these students finance their educational costs. Many of these 
students do fK>t complete the program of study they selectedi they drop^t and find 
OTploywmt difficult to obtain. Therefore* the finding by the Virginia Education Loan 
Authority that a significant portion of these stiKlents never make the first piynent 
on their loan Is not surprising. Based on the findings of the several studies cited 
abovoi It seeass reasonable to estimate that no less than one out of every threo 
<Jefault>ng borrowers cones from an extremely limited financial clrcurrttance. Wwn 
these scudlcs wer« conducted In the early I980f borrwers with no Inocww or with 
Incontts of less than $5,000 represented at least one-fifth of the then current GSLP 
borrowing population. It Is likely that this proportion has not diminished but 
Increased since that time. 

Structural Defaults. If that assunotlon holds* then It would not be cnruasonable 
to ascribe scne portion of the present default costs to the social costs of maintain- 
ing the GSL Program. Ihe present evidence points to a shift In the population using 
tho GSL program. As part of this shift* Individuals with very limited wsoun.xrs and 
academic preparation are taking out loans* enrolling In an educational program, 
falling to ooRplete that Program^ and subsequently finding thorselves unoRployed. 
These students represent what the Twk Force participants have chosen to refer c» as 
Structural Dataultors. If one can accept this line of reasoning, then It follows that 
the present dy.iult situation Includes a significant portion of unrecoverable costs 
associated with structural defaults. Wiat Is needed to correct this situation Is a 
restoration of the original policy Intended by the CongrO'iS In 1965 and 1972, the 
concurrent and balanced access provided to all by the Pell Grant* the GSL rrogr««, 
and other title XV aid programs. 



Dm only way to aoocnpllsh a major reduction in the default rate la to 
restrict access to high-risk students until they have had a chance to 
dsBonatrate their ability to make satisfactory academic progress. However » 
this would result In a denial of educational access for such students, 
mless substantially higher appropriations for I^ll Grants and SDOGs aro 
assured for them, as %rall as Increased funding for special service prograras 
i4)lch encourage their retention. 



The default rate can be reduced by eliminating those students most likely to 
default. Prohibit I na lower Income and minority group students In their first year of 
poatsecondaiy education will lower default rates dramatically. Under the current 
limited availability of alternatives. Such an approach would effectively end the 
national policy of not having Inoone as a barrier to attending college. 

h bettor way to reduce default rate and not loan to those who are most likely to 
defauU Is to return to the logic of the original oorcresslonal policy: grants for 
students frcn low-inocne families and loan assistance for students from middle-inccm 
families. It adequate Poll Grant assistance wore provided to students frcn Icw-lncorw 
family circumstances f these students «ould not need to borrow until they have had tho 
chance to demonstrate their ability to make academic progress, and they would need to 
borrow considerably less. Consequently, default costs would be reduced. 
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A»fMlt c«t3, this policy contrlboto to rwJoctlons In progr«« iwwi^orwnt <s»ta. 

c.»J!l!.J.f*^ participanu tMroforo rvoonnend to Ch«ln^^n WilUKni and the 

J^^^^^.^^f*^t^t Coogrc*. cor»!<»or «ignifiaintly inc^KWiiq tho pCtiiln^ 
Sn C^^^ir^J'V^l^i!? particiwnts not^ that * ron» *(VKMatc 

EfiJ^J LnT 'T*'^ plwi tho ft^irtm CSL loan *Kwnt ror thQ tittX. yov>r of school. 

f<f ««t nco<y stixkDU wxild mihiLxntlally tho 

^SSSr^«"Ax^^%^^ '^"^ - 

In addition, bocauM of tho Incottant rolo that tho Student Suroort Servioefl 
l"^^: ^^""^^7 iLy^ prosr^i. p^y in cncour*3ifr3l«N^ant^ 

^^^:!L?n?:S ;l,*", ^Si?"^' ^ ^e*^ J«rtici(>wt« n>ca«^ significant 

fJiJ ®^ Coojrwa tho daU collocted by the Dopactwnt of Education 

P^icipation ir tho Stud<mt Support Sotvicos pctjgSJT^rS 
than d^blcs a diMdyantag<xJ stixVmfii likolihood cf m jinif>3 in ooIImo. Slnilarly? 
thopartic wnu roaffinwd tho inpoctant rolo played by tho SopplwntTl Bducaticil 
P"*'^*' *^ ^ Stuicnt In«ntivo Grant proqr« iV^griw 

accc« and choico t«3 tho need to intro^w fuMir>3 for tho»o progiwi « will. ^ 

nf«n^"^!r^Kf K atnjcturod, fbo rwtcntial &»u of aoch a Jv,il Crcnt 

Sr???!? ?^ ««tliMta Indlcatca an increaso owr the Present $<.2ti 

?iiiiSJ^ ^V"^" !? r <^'^»»>3 on ho* many «tud«nt. Suld rocclvo 

incrj-^ grant avartU and h(V far up tho incoM «pectnn the incn>a»cd grant^t^ 

"^iJ^* ^V''*,^'^^- ^' wwspondirtj savirm in tho OJL 

prograoa dofault coats as woU sayii^s associated with reduced risk. Finally, 
^i? t'^.?'^^?? wuwgorawt initiative, to bo discussod bcilo^. that tho Task ForoJ 
participants boll<yvo will reduo* ^rograra cosu if orwctod, iho T^k Porco MatScS 
^u'^i^.^AiffLfyf xl!!iy^ nooossacY futKling lev«»ls nxjuirod by this njcsmendation 
^^ll ^ 5«t5 Associatod with ostabliahing offcctivo social 

policy ana roro than offset by tho poeitivo contributions of thoso assisted to the 
nation's overall social and ecorwic advancecont. 

mXaWM HANACOUM' XKiriATlVES 

In oddltlon to proposing tho wttor«tlon of nriginal Congrossional policy with 
respect to tho purpose of tho Poll and CSL progr*«. tho -nuk Fbre^ Mrticipants 
reviewed nuT«rous prof^Mls that had been ptwided by a variety of sources. While it 
w Uvo consensus that no <wount of legislation or regulation would reduco the 
structural default rate arisins tm socio-ocooaaic factors, it is believed that pcr^ 
T^jL^X^. program, in a<Miticn to the 26 default prevention changes wde by the 
1986 Ar»n*»nts, would be helpful in reducing defaults. 

^.^^At^J^'^^^i^^ * H'^ ^ PropxaU tKat the Task Ftoree participants *3reed 
would have a positive effect on u» CSL ptx)gr« if imtituted. 

Require aultiplo disbursement of SLS loans as required in the regular CSl 
progrAn. ^ 

Roqu'To londeca to report deling^^ent loans to credit bureaus at 90 days of 
oeiinguency. ' 

RequlM that lenders release the second disburscwsnt of eligible CSL loans no 
earlier than 1/3 of the way into the loan period and in acconlanco with s schedule 
pcwided to the lender by the educational innitutl-^. scft«uie 

Authorize lenden and servicers to plsce borrcweni In defena^t sUtus based on 
Informs t ion provided by !»r«vers in order to prevent technical default. Xf the 
^l^^ subsequently found to l» Ineligible for a r^jested <l4fet«mt. the 
wtwer Shall be returned to ret^ayaont and tho incorrectly defend principal 
payoents snd interest shall bi capitaU' >d. s^incipa* 
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Reocrtnend that the Higher education Secretariate Task Force on Dofaults review 
current provisions Cor (SeCennonts on all title iv loans and report to the Congress 
recomondations to slrtpliCy the current systera of deCennents. 

Clarify that no GSL may be made £or an e^rount greater than the apount re<;[uested 
by the student and certified by the institution. 

Recommend that lenders and services should be required to establish contact with 
the student during the grace period by mailing a form letter to the borrower to 
indicate how many more months the borrower has before the loan goec into repayment. 



Require institutions to hold the first loan disburscjtont of a first year student 
until that individual has conpXeted at least two weeks of classes. The institution 
n«y disburse up to 60 percent of other title IV student aid funds to students during 
this two week period for non-tuition and fee expenses. 

Limit the number of GSLs to two in a calendar year* where the borrower is 
otherwise eligible. 

Require that a student's eligibility for a GSL be determined before such student 
is eligible for a SLS or in the case of an independent student* a PLUS. 

Amend Sections 484(d)(2) and (3) oi the HEA* (Ability to Benefit! to require both 
testing and counseling for students who are admitted to a program under provisions 
contained in this section. 

HxJify title IV loan reoayment provisions to prevent defaulters frcra entering 
repayment status at an interest rate that is less that the rate chat9ed at the time 
o£ origination. 

Prohibit the discharge of SLS/C5SL/PUIS/Perkins Loans under Chapter 13 of the 
Bankruptcy Code* except under due hardship. 

Require all GSL loan application forms to include the borrower's drivers license 
identification nvrrber. 



Modify the Act's Limitation, Suspension and Termination (LSiiT) provisions to 
include the following: 

Prohibit any LS&T actions that are based solely on the default rate of the 
institution. 

Require the Secretary to develop standards for the review of institutions 
that shall consider: the hiqh-risk nature of the student body population 
and its historical propensity to default, the efforts of the institution tj 
reduce defaults and thQ ccononic and enployment condition of the area(s) 
served by the institution. 

Require the Secretary and the guaranty agencies to apoly standards that 
provide assurance of non-discriminatio^ based on institutional type, 
oontrol or tax status. 

Allcw the Secretary and the guaranty agency to impose fines co lenders and €0%*%;;^- 
tion institutions for willful errors in administering federal student assistance 
programs, in addition to requiring such errors to be cured or rcrredied. A schedule of 
such fines shall be defined in regulations ano shall be based on the magnitude and 
the recurrence of such errors. 

Require the Dapartment to develop an annual plan for conducting program reviews 
of institutions* lenders, and guaranty agencies, ihis plan shall be published in the 
Pedrral Itogister for cam>ent. The Department shall report to Congress the results of 
these reviews. A state guaranty agency ^11 focus its urogram review activity on 
institutions and lenders who, in the judcrnont of the guaranty agency* exhibit charac- 
teristics which indicate that they may be experiencing difficulty in administering 
the GSL program. 

Require the Department to submit to Congress by Decerter 31, 1988, a report on 
the effectiveness of the changes made to the Guaranteed Student Loan program since 
1985* and then report to the Congress annually. 



Borrowers 
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Aroend Section 485B of the Higher Education Act to require the Secretar/ to dovel- 
cp the National Student Loan Data Systera, and provido an authorization of $7 nil I ion 
for its develcpnent. This systera shall be developed in consultation with guaranty 
agencies and after 12 rccoths of c^ration, the Department of Education and the 
Qiaranty agencies shall dotemine whether it is feasible for guarantors to use the 
system for verification on all loans. According to the Boeing^ Report, use of this 
system would result in savings in excess of the dovelcproental and operational costs. 

Establish a set of cormon definitions for defining defaults and require that the 
aafinition be used by the Depattflent of Education and participants in the prograni for 
all calculations and actions. Such definitions should cover gross and net calcula- 
tions for both annual and arwlative default rates. Re<juire that any presentation by 
the Departnent of Education of default rates or costs, particularly comparing 
different year data, use these consistent definitions and calculations. 

Require the Departirient of Education to develop and irplenent a pilot program to 
study the feasibility of requiring borrcwers to begin mor.thly repayments of $10.00 a 
month 30 days after the loan is disbursed for the in-school and grace periods. 

This payment will be collected by the institution and then forwatxJed to the 
lender to be credited as a pre-payrrent to the student's loan principle. 

The institution will monitor the students' repayrvent schedule and in the 
event that the student fails to make a timely repayment, the institution 
shall provide additional borrower counseling. 



Authorize the state guaranty agencies to utilize skip tracing tools to trace 
defaulters, if necessary by limited federal preenption of state laws which prohibit 
access to such records. AvaiUble records shall include motor vehicle department 
records, state tax, labor, enployea registers, unerploy/tent ccmissions, and 
licensing bodies. 

Require Guaranty Agencies periodically to provide institutions with a list of 
defaulted borrowers so that institutions have the opportunity to provide additional 
information that could help locate the student. 

Require aiaranty Agencies to provide preclaims assisUnce. 

Require the ftiaranty Agency to remit collections owed to the Department of Edu- 
cation within 30 days of the receipt of the funds by the agency. 



Require the collection of additional information on borrcwers, including f<tnily 
and personal references. The institution would also be required to recheck these 
references and such additional information at the time of the exit interview. 

RecoRfnend that each institution conduct an entrance interview for all first time 
borrcwers before the first check is disbursed. At this time, the student should sign 
a 'rights and responibilities" contract, and the institution should encourage that 
each student re-sign the "right*:; and responsibilities* contrast during the exit 
interview. Counsel students in this interview that loans are to be used only as a 
last resort to financing their education. 

Authorize institutions to withold the academic and financial aid transcripts of 
borrowers who default on any title IV loan. 

Require institutions to withold the second and subsequent disbursements of a 
student loan until after the student has enrolled for that terra or period for which 
that portion of the loan is intended. 

Allcw institutions to cancel or reduce the disbursement of the second insUllment 
of a QSL for students who receive additional financial aid froa other sources. Such 
funds shall be credited to the students* loan principle in the form of a prepayment. 

Require that no institution be certified or recertified for progr^n eligibility 
in title IV of the Higher Education Act if such institution has had its accreditation 
withdrawn, revoked, or otherwise terra ina ted for cause during the prior 12 months; or 
has withdrawn from accreditation voluntarily while under a show cause or suspension 
order during the prior 12 months. 



Qiaranty Agencies 



Institutions 
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other 



Request that the General Accounting Office, in its upcoming study of the 
effectiveness of the iRS check-off provisions, study whether a requicewnt should be 
imposed that ertployers be authorized to collect loans through gamisJroent proceedinqs 
after notification by the IRS, and the administrative ptoblecs ar.d effectiveness of 
such a requirerrent. 

Recoflunend to the House Committee on Ways and Means and the Senate Finance 
Corinittee that the IRS income tax offset prograro for defaulted student loans be nade 
a petsanent provision in the law, 

Eteny title IV eligibility to any institutio^n which uses non-enployee personnel 
working on a ccrmissioned basis to recruit students. 

Aniend Section 491 of the Higher Education Act to require the Advisory Cinnittee 
on Student Financial Assistance to reviev* the provisions reyanJing disclosure and 
borrower debt counseling provisions in law and report to the Congress r^arxJing not 
only the effectiveness of these piwisions but also ways to slrplify the re<wir«r»nts 
for disclosure. 



In addition to the program management initiatives discussed above, the Task R)rx» 
participants believe that the Efepartrnent of Education is not providing sufficient 
training to individuals who work with title IV proqrects. Ihe participants are a-^are 
that tl^ C^rtwnt requested additional funds in its most recent budget but only as 
part of its total Salary and Expenses buc^t. Unfortunately, those funds were not 
provided. The participants note the nunercus dianqes that have been nado in the law 
by OBRA, COBRA, the 1986 HEA Reauthorization, and the HEA Technical Amendments of 
1987. These changes have added significantly to the level of corplexity of a<iainis- 
tering the student aid prograro. Therefore, the participants urge the Congress to 
enact a provision that would authorize specific funds for training of financial aid 
administrators, lenders, departmental personnel, including regional oersoonel, and 
others vjw work with title IV of the HEA. The participants believe this action wculd 
be helpful to efforts to reduce defaults. 

CEFINiriON OF DEFAULT 

Finally, the use of different indices or measures of default is confusing to Task 
fbrce participants, to those who work with the Student Aid programs, and to the 
general public. The Department of Education has reported defaults using several 
different indices. Their gross ctctwlative default rate reflects the total of all 
defaulted loans divided by the total of all loans that have entered repayment. The 
Department also uses a net default index which adjusts the ajBtwlative rate to reflect 
subsequent federal and state collections on loans that are in default. Host recently, 
the Department has created a cohort default rate which will reflect the nurrtoer of 
loans which were in default in two succeeding years divided by the mrtJbpr of loans 
>^ich entered repayment status in the first of the two years being used, in address- 
ing the question of how the student loan default rate should be defined, many 
observers have suggested adopting a definition enablir^ a better corparison between 
student loan defaults and other types of loans. It is likely that several measures of 
default will be helpful, and the participants urge the Congress to adopt a consistent 
set of definitions that describe precisely how defaults rtust be calculated so they 
can be uniformly used by all program participants, and which will also provide 
information about the effects of efforts to reduce defaults. 

CLOSING NOTE 

In closing. Task Force Participants again caution against a belief that a major 
decrease can -nade in student loan default rates as long as loans are a substantial 
source of financing for large numbers of the highest risk students fran disadvantaged 
and minority populations. The experience of institutions with the NDSL loan program 
and who serve a predominantly disadvantaged student clientele shows substantial 
difficulties in getting rates down even with tough due diligence practices. 

The experience to date indicates that precisely for those for whom the benefits 
of education are the greatest are those who, if there is no alternative to taking a 
loan, the likelihood of default is also the greatest. Strict and tough management of 
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pr«-loan counseling and o£ collections can not change the characteristics oC the 
populations which have the greatest difficulty in paying off a loan. 

the social policy of equalizing educational opportunity by naking financial help 
available to students whose families can not afCord to send them to college will 
always require the greater risk of supporting students vho vill not successfully 
ccqplete their work. The costs associated with those risks are no greater than the 
costs of losing the capacity of those who do succeed and nake a return on the invest- 
n»nt in their education. As rtuch as one third of our futuro workforce will be 
minorities. Disadvantaged white students added to this third means that upwards of 40 
percent or more of the ago groups out of which we mst get a college trained 
workforce will be similar to those n>f showing the higher default rates. The nation 
will have to get these groups well educated for its cwn good. If they have to borrow 
to finance their education, default rates will rise. If alternatives to loans are 
available for financing their education then the volume ot loans in these high 
default prone populations will decline as will the cost to the govennient of loan 
defaults. These considerations are behind our recamendation on increasing the pell 
grant award to a level for first year students which makes loans unnecessary. 
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